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PREFACE   TO    FIRST    EDITION. 


Q  INCE  this  work  is,  we  believe,  the  first  to  be  devoted 
^  entirely  to  "Underwriters'  Accounts,'*  we  have  thought  it 
advisable  to  deal  somewhat  fully  with  the  general  principles 
underlying  the  business,  in  order  that  those  not  acquainted  with 
accounts  of  this  nature  may  more  readily  grasp  the  system  we 
have  endeavoured  to  lay  down;  but  it  is  to  be  noted  that  the 
whole  subject  has  necessarily  been  dealt  with  from  the  point  of 
view  of  accounts. 

We  take  this  opportunity  of  expressing  our  thanks  to  Mr. 
W.  E.  Found,  of  Lloyd's,  who  has  given  us  material  assistance 
in  technical  details. 

ERNEST    EVAN    SPICER. 
ERNEST  C.  PEGLER. 


60  Watling  Street,  E.G. 
^ist  March  1905. 
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PREFACE   TO    SECOND    EDITION. 


Q  I  \H\  the  first  edition  of  this  work  was  published  the  method 
of  recording  Underwriters'  Accounts  has  been  materially 
altered.  Formerly  it  was  the  custom  to  keep  the  books  on  the 
Gross  System,  but  this  method  is  now  no  longer  in  force,  with 
tlie  exception  of  a  few  isolated  cases.  We  have  therefore 
entirely  rewritten  that  portion  of  the  work  affected,  and  have 
adopted  the  Net  System  in  the  various  accounts  and  illustrations 
afforded. 

A  notable  extension  of  the  principle  of  writing  in  Syndicates 
rather  than  collectively  having  taken  place,  we  have  thought  it 
desirable  to  add  a  fresh  chapter  dealing  with  Syndicate  form, 
and  the  particular  difficulties  involved  therein. 

It  may  not  be  out  of  place  to  mention  that  last  year  the 
Committee  of  Lloyd's  passed  a  resolution  requiring  the  accounts 
of  all  Lloyd's  Underwriters  to  be  submitted  to  audit  by  auditors 
approxed  by  the  Committee,  and  consequently  a  modern  system 
of  accounts  has  become  practically  indispensable.  The  methods 
suggested  throughout  this  volume  are  the  fruit  of  practical 
experience,  and  it  is  hoped  they  may  prove  useful  to  those  who 
are  called  uix)n  to  deal  with  accounts  of  i.iis  nature. 

ERNEST    EVAN    SI  ICER. 
ERNEST  C.  PEGLER. 
60  Wntling   Street,    E.C. 
January  If)W 
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UNDERWRITERS'    ACCOUNTS. 


CHAPTER    I. 


INTRODUCTORY. 


Preliminary. — 

In  the  following  chapters  it  is  proposed  to  deal  with  the 
books  of  account  incident  to  the  business  of  underwriting,  and 
although  there  are  many  corporate  bo(iies  and  associations  in 
different  parts  of  the  United  Kingdom  and  abroad  formed  for 
the  purpose  of  promoting  and  fostering  marine  insurance,  this 
book  will  be  confined  to  Lloyds,  as  being  the  oldest  and  most 
famous  of  these,  and  the  one  where  the  largest  proportion  of 
the  world "s  underwriting  business  is  carried  on.  At  the  same 
time,  the  system  of  bookkeeping  which  will  be  advocated  will 
be  equally  applicable  (subject  to  adjustment  in  respect  of  par- 
ticular local  customs)  both  to  underwriters  who  are  members  of 
the  above  various  bodies,  and  to  those,  usually  called  outside 
underwriters,  who  have  no  official  <'()nnection  therewith. 


Lloyd's.— 

It  may  \ye  well  in  passing  to  briefly  intlic^ite  the  origin  and 
growth  of  this  ancient  association,  as  it  will  enable  the  reader 
more  clearly  to  j)erceive  the  meth<ids  by  which  business  is 
carried  on  there  to-dav.  The  earlv  underwriters  were  wealthy 
individual  merchants,  bankers,  money-lemlers.  and  others,  who 
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2  UNDER WRITKRS'    ACCOUNTS. 

soon  recognised  the  tnith  of  the  maxim  that  "  Union  is 
strength,  '  and  the  advantage  to  be  obtained  from  associating 
themselves  together  for  their  mutual  protection  and  benefit. 
They  recognised  that,  in  order  to  make  hazardous  business  of 
this  nature  consistently  profitable,  it  was  necessary  for  each 
individual  to  "  write  ''  a  large  number  of  small  risks,  rather  than 
confine  himself  to  a  few  of  greater  magnitude,  in  order  to  allow 
the  law  of  a\enige  proper  scope  for  its  action.  Accordingly  an 
Association  of  Underwriters  was  formed,  and  the  practice  of 
spreading  the  risk  in  each  particular  instance  o\er  as  many 
individual  members  as  chose  to  write  a  portion  of  it  came 
generally  into  vogue.  These  first  made  their  headquarters  in 
Cornhill.  but  early  in  the  eighteenth  century  removed  to  a 
coffee-house  kept  by  a  Mr.  Edward  Lloyd,  in  Abchurch  Lane, 
L(,mbard  Street.  Thus,  by  the  familiar  association  of  ideas, 
it  can  readily  be  seen  how  the  Corporation  of  Underwriters 
first  received  the  name  which  has  since  become  famous  through- 
out the  length  and  breadth  of  the  civilise.!  world. 

Underwriters. — 

.An  underwriter  is  one  who  for  a  consideration,  termed  a 
premium,  undertakes  to  indemnify  against  loss  in  the  event  of 
any  of  certain  contingencies  arising. 

In  onler  to  carry  on  business  with  the  official  sanction  of 
Lloyd's,  it  is  necessary  for  an  underwriter  to  become  a  member 
of  that  body,  and  to  qualify  for  that  distinction  in  accordance 
with  the  rules  of  the  Corporation.  At  the  present  time  these 
necessitate  that  he  should  be  introduced  by  means  of  an  appli- 
cation signed  by  six  members,  and  that  his  financial  stability 
should  be  proved  to  the  satisfaction  of  the  Committee.  He  will 
be  required  to  place  on  deposit  with  the  Committee  a  sum  of 
money,  at  least  ;;^5,ooo.  This  is  now  a  sifte  qua  notiy  and 
though    only    a    practice,    comparatively    speaking,    of    recent 
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years,  is  a  notable  necessity  in  a  business  of  hazard  such  as 
Marine  Insurance,  and  of  specially  greater  consequence  under 
the  conditions  now  in  vogue,  which  ha\e  produced  within  the 
last  forty  years  or  so  new  contingencies  which  have  to  be  met. 
This  deposit  is  invested  in  approved  securities,  and  the  interest 
thereon  is  received  by  the  imderwriter,  the  principal  being 
retained  under  the  control  of  the  Committee  during  the  period 
of  his  continuance  in  business,  in  order  that  it  may  be  avail- 
able to  satisfy  the  liabilities  that  must  arise  on  the  cessation  of 
the  same.  'IMiis  lund  cannot  be  hypothecated  for  any  other 
purpose  until  these  claims  haN-e  been  met.  It  is  to  be  noted, 
however,  that  in  the  event  of  winding-up,  only  liabilities  on 
Marine  and  Transport  risks  have  a  charge  upon  it,  these 
incurred  on  "contingency  risks"  not  being  .specifically  secured. 
The  term  '^contingency  risks"  includes  all  risks  other  than 
those  abo\e  mentioned— such  as  starionary  Fire  risks  and 
Guarantee  risks. 

Underwriting  Agent.— 

Although  many  unxlerwriters  carry  on  business  themselves, 
It  may  be  said  that  the  majority  prefer  to  employ  an  agent, 
who  is  termed  an  Underwritmg  Agent.  The  reason  for  this 
custom  is  obvious.  The  underwriter  may  be  a  merchant  in 
London,  or  a  gentleman  in  the  country,  possessed  of  capital, 
which  he  is  desirous  of  employuig  in  this  way,  but  ix>ssibly 
unfamiliar  with  the  intricacies  and  technicalities  of  the  business, 
and  it  is  therefore  necessary  that  he  should  be  able  to  employ 
one  who  is  thoroughly  equipped  in  these  respects  to  act  for  him. 

Distinction  between  Underwriter  and  Agent.— 

It  is  very  important  that  the  distinction  between  these  two 
indi\i(lual?  should  be  understood,  as  the  agent  is  frequently 
confused  with,  or  taken  for,  the  underwriter.  The  former 
incurs  no  personal  liability  in  respect  of  business  transacted  on 
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behalf  of  his  prmcipals  other  than  the  usual  obligations  existing 
between  principal  ami  agt-nt.  The  chief  of  these,  of  course,  is 
to  account :  and  since  an  agent  will  frequently  act  for  several 
principals,  it  is  extremely  important  that  he  should  keep  proper 
books  of  account.  It  oftt-n  Happens,  however,  that  an  under- 
writer while  "  writing  ''  for  himself  also  acts  as  agent  for  other 
underwriters,  but  the  respective  transactions  undertaken  in  this 
dual  capacity  must  be  kt-pt   perfectly  distinct. 

•*  Names."— 

This  is  a  technical  expression,  signifying  the  principals  on 
whose  behalf  the  agent  acts.  The  latter's  remuneration  usually 
takes  the  form  of  a  fixed  salary  fmm  each  name,  together  with 
a  percentage,  ranging  from  15  t».  20  or  25  of  tht-  divisible 
profits  made  by  them  respectiNely.  This  may  cover  the  whole 
or  a  portion  of  the  office  exptnsos,  or  be  entirely  exclusive  of 
them,  according  to  agreement  between  the  parties. 

Insurance  Broker.  - 

The  insurance  broker  is  the  party  who  acts  as  an  intermediary 
between  the  merchant  who  desires  to  have  his  ship  or  goods 
insured  and  the  underwriter  who  may  be  desirous  of  accepting 
the  risk.  Consequently,  it  follows  that  the  underwriter  is 
dependent  upon  the  broker  for  the  introduction  of  business. 
For  this  the  broker  charges  the  underwriter  a  commission  of 
5  per  cent,  on  the  gross  premium,  which  is  termed  "brokerage." 
This,  however,  must  not  be  confused  with  the  additional  10  per 
cent.'"disc(nmt,-  which  will  be  fully  dealt  with  in  the  following 
chapter. 


CHAPTER    II. 


METHOD   OF   BUSINESS. 


Premiums.- 

As  indicated  in  tlie  previous  chapter,  the  broker  is  the  party 
through  whom  business  is  introduced  to  the  underwriter,  he 
himself  ha\ing  prexiously  been  approached  by  the  merchant 
who  desires  to  effect  an  insurance.  The  broker  places  before 
the  underwriter  an  abstract  of  the  risk  on  a  slip  of  paper, 
known  technically  as  a  "  slip."  (The  word  "  underwriter  "  used 
here  must  be  understood  to  also  include  underwriting  agent. 
This  will  equally  apply  to  subsequent  pas.sages,  unless  the  con- 
trary is  specifically  stated.)  The  undenvriter,  if  he  decides  to 
take  the  risk,  puts  down  on  the  "slip  "  the  sum  he  intends  to 
"  write  '  and  places  his  initial  against  the  amount.  As  an 
example,  an  imderwriter  has  "agreed  to  write"  a  risk,  say, 
j£ioo.  at  a  rate  of  20s.  per  cent.  The  risk  is  now  what  is 
termed  ''open,"  and  the  broker  retains  the  slip  until  he  receives 
instructions  from  the  client  to  close  the  risk.  It  does  not  neces- 
sarily follow  that  the  risk  is  closed  for  exactly  the  same  amount 
as  it  was  opened,  as  it  can  be  readily  understood  that  a  mer- 
chant, when  in.structing  the  broker  to  do  the  insurance,  would 
open  the  same  for  an  amount  amply  sufficient  to  cover  the  risk. 

The  broker,  having  obtained  the  under\vriter's  initial 
to  the  "slip,"  and  instructions  to  close  the  risk,  makes 
out  the  Policy,  or  legal  instrument,  which  he  subsequently 
l>rings  to  the  underwriter  to  sign.  When  this  is  signed, 
the    transaction     becomes    complete,     the     signature    of    the 
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underwriter  on  the  "slip"  having  only  constituted  a  pro- 
visional insurance.  The  broker,  having  thus  obtained 
completion  of  the  policy,  takes  it  away,  and  either  sends  it  to 
his  principal,  the  assured,  or  retains  it  carefully  on  behalf  of 
the  party  whom  it  m<ay  concern. 

Additional   Premiums.— 

Where  the  assured  desires  to  extend  the  period  or  nature  of 
the  risk  during  the  currency  of  a  policy,  this  can  be  arranged 
by  payment  of  a  further  premium  to  the  umlerwriter,  which  is 
temicl  an  "additional  premium."  An  illustration  of  this 
would  be  where  an  alteration  has  been  effected  in  the  voyage. 

Deferred   Premiums.— 

Arrangements  are  often  made  between  the  broker  aiul  th»' 
underwriter  whereby  an  additional  term  of  credit  is  granted  iii 
resi>ect  of  certain  risks,  the  premium  being  payable  in  instal- 
ments extending  over  a  specified  period.  The  premium  in  such 
cases  is  termed  a  "  deferred  premium." 

Claims.— 

Losses  may  be  broadly  divided  into  two  classes — Parftal  and 
Total.  The  former  refers  to  cases  where  the  subject-matter  of 
the  insurance  is  only  pxirtly  damaged,  or  where  a  contribution 
to  general  average  is  obligatory  ;  the  latter,  which  may  be  sub- 
divided into  actual  and  constructive  total  loss,  refers  to  cases 
where  the  subject-matter  of  the  insurance  is  either  wholly  lost, 
irretriex ably  damaged,  or  necessarily  abandoned — i.e.,  where  a 
prudent  owner,  if  uninsured,  would  abandon.  General  Average 
has  been  defined  as  including  "all  loss  which  arises  in  conse- 
quence of  extraordinary  sacrifices  made,  or  expenses  incurred, 
for  the  preservation  of  the  ship,  freight,  and  cargo,  which  must 
be  borne  proportionately  by  all  wiio  are  interested."  Particular 
Average   relates  only  to  cases   where  damage   is   done  to   the 
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property  of  an  individual,  whether  by  peril  of  the  sea  or  other- 
wise, but  which  is  not,  however,  suffered  for  the  benefit  of  all. 
As  an  illustration  of  the  difference  between  general  and  par- 
ticular average,  the  following  instance  is  taken :  A  fire  broke 
out  on  board  the  s.s.  "X.,"  cause  being  unknown,  resulting  in 
damage  to  a  portion  of  the  cargo  both  by  fire  ajid  by  water. 
The  damage  effected  by  the  water  used  for  extinguishing  the 
fire,  having  been  incurred  for  the  benefit  of  all,  will  come  under 
general  average,  while  the  damage  caused  by  the  direct  action 
of  the  fire  will  come  under  particular  average. 

Returns.— 

When  for  any  reason  the  risk  covered  by  the  original 
premium  is  in  any  way  reduced,  either  by  the  ship  being  laid  up 
for  a  portion  of  the  time,  or  by  cancellation  or  alteration  of 
the  policy,  a  return  of  premium  is  frequently  collected  by 
agreement  from  the  unden\Titer.  It  may  be  observed  that 
unless  an  arrangement  of  this  sort  is  come  to,  either  in  the  first 
instance  or  subsequently,  the  underwriter  can  refuse  to  return 
any  portion  of  the  premium. 

Re- Insurance.— 

This  is  the  term  employed  when  one  underwriter  desires  to 
re-insure  any  risk  he  has  undertaken  with  another  underwriter. 
In  such  cases  the  underwriter  acts  through  the  medium  of  a 
broker,  and  himself  assumes  the  position  of  a  merchant  for 
the  time  being. 

Re-insurances  may  be  entered  into  by  the  underwriter  for  the 
following  reasons,  inter  alia: — 

(i)  He  may  have  found  himself  obliged  for  business  purposes 
to  take  a  larger  line  than  he  desires  to  retain,  and  there- 
fore wishes  to  cover  a  portion  of.  his  risk. 
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(2)  The  ship  in  resi>ect  of  which  the  original  insurance  was 

effected  may  be  overdue,  or  for  some  other  reason  the 
underwriter  may  desire  to  cut  a  proportion  of  his 
expected  loss  by  re-insuring  either  thf  whole  or  part  of 
the  risk. 

(3)  The  undenvriter  may  have  access  to  a  market  enal)ling 

him  to  pla<c€  a  risk  at  a  slightly  lower  premium  rate  than 
that  at  which  he  originally  wrote  it,  and  consequently 
he  immediately  re-insures,  thus  making  certain  of  a 
profit  to  the  extent  of  the  difference. 

Re-Insurance  Recoveries.— 

When  a  loss  arises  under  a  risk  that  is  re-insured,  the  under- 
writer is  enabled  to  recover  under  his  Re-insuraiK:e  Policy,  and 
this  is  termed  a  "  Reinsurance  Recovery.'' 

Salvage.— 

Under  what  is  known  as  the  -  Sut-  and  Labour  '  clause  of  a 
Lloyd's  policy  (a  pro  forma  copy  of  which  will  be  found  in  the 
Appendix),  an  undenvriter,  in  the  event  of  a  mishap  or 
catastroj^he,  is  entitled  to  exercise  all  the  rights  of  an  owner 
for  the  preservation  of  the  property  insured,  without  himself 
incurring  thereby  liability  to  pay  a  total  loss ;  and,  per  contra, 
the  owner  is  entitled  to  exercise  full  right  of  ownership,  and  to 
incur  all  necessar}-  expenses  for  the  purpose  of  preserving  the 
property  at  the  charge  of  the  underwriter,  and  without  losing 
therebv  his  power  to  claim  subsequently  in  respect  of  total  loss. 
Consequently,  therefore,  both  the  luiderwriter  and  the  owner 
can  act  in  the  capacity  of  salvor,  but  it  is  usual  for  the  work 
to  be  carried  out  by  certain  associations  formed  for  the  pur- 
pose of  protecting  and  realising  abandoned  property  for  the 
benefit  of  those  under^vriters  who  have  been  obliged  to  pay 
claims  in  respect  thereof.     The  nt-t  proceeds  are  distributed 
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among  those  under\vriters  who  may  have  elected  to  incur  the 
additional  expenses  attending  on  the  salvage,  in  proportion  to 
their  share  of  the  risk,  and  such  recoveries  by  them  are  termed 
salvage.  The  remaining  underwriters  (if  any),  although  they 
will  have  been  called  upon  to  pay  claims,  are  not  entitled  to 
participate  in  any  such  recovery. 

Salvage  Loss.— 

It  sometimes  happens  that,  before  the  payment  of  a  claim 
by  the  underwriters  to  the  broker  who  acts  as  agent  for  the 
merchant,  the  latter  has  received  a  salvage  on  account  of  the 
subject-matter  of  the  claim,  in  which  case  the  underwriter  will 
only  pay  over  the  i^  difference  due,  such  an  amount  being 
termed  by  him  a  salvage  loss. 

Refunds.— 

These  chiefly  refer  to  recoveries  in  coimection  with  claims 
made  under  general  average.  It  is  customary  in  these  cases, 
owing  to  the  prolonged  delay  that  frequently  occurs  before  the 
average  can  be  adjusted,  to  pay  an  estimated  amount  pending 
the  final  settlement.  This  estimate  is  often  substantially  in 
excess  of  the  actual  damage  incurred,  being  calculated  on  the 
invoice  value  of  the  goods  by  the  shipowner,  who,  possessing  a 
lien  thereon,  is  in  a  position  to  demand  ample  margin.  The 
deposits  are  generally  placed  in  the  hands  of  trustees  until  the 
adjustment  can  be  completed.  If,  after  the  expenses  of  the 
*•  average  adjusters ' '  have  been  paid,  it  is  then  found  that  a 
balance  is  returnable  to  the  underwriter,  such  amount  will  be 
received  by  him  and  designated  a  Refund. 

Mode  of  Settlement.— 

Forty  years  ago  undenvriters  wrote  risks  and  signed  policies, 
and,  speaking  generally,  waited  for  their  money.  At  the  ist 
of  January  in  each  year  the  brokers  paid  them  their  balances, 
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deducting  12  per  cent,  discount.  The  position  per  se  stamped 
the  old  underwriter  a^  a  man  of  some  substance,  with  a  large 
balance  of  money  owing  to  him  from  brokers  during  the  greater 
part  of  the  year.  He  had  to  find  money  for  his  losses,  less 
premiums,  on  the  particular  account,  and  received  a  consider- 
able balance  at  the  turn  of  the  year,  the  broker  of  those  days 
being  glad  to  pay  as  promptly  as  possible,  as  he  could  only  get 
the  12  per  cent,  discount  on  the  profitable  balance  of  the 
account  at  the  first  of  the  new  year,  and,  until  the  account  was 
settled,  was  in  a  position  to  have  his  discount  upset  by  a  loss 
intervening.  Premiums  are  ostensibly  due  to  the  underwriter  on 
the  signing  of  the  policy,  in  accordance  with  the  following 
clause  contained  in  the  policy  itself :  "  Confessing  ourselves 
paid  the  consideration  due  unto  us  for  this  assurance  by  the 
assured  at  and  after  the  rate  of,"  &c.  But  this  clause  was 
never  adhered  to  in  practice,  and  under  the  present  system, 
known  as  the  "Cash  System,"  all  premiums  are  considered  as 
due  and  payable  on  the  8th  of  the  month  following  the  end 
of  the  cinrent  quarter.  Thus,  a  policy  signed  on  the  31st  of 
August  entitles  by  custom  the  underwriter  to  receive  the 
premium  on  the  8th  of  October,  less  10  per  cent,  discount. 
This  custom  is,  however,  like  many  others,  much  ignored,  and 
many  brokers  pay  every  three  months,  some  less  frequently, 
some  when  they  are  asked,  and  some  when  they  are  worried. 
There  appears  to  be  no  absolute  rule,  and  if  it  were  not  that 
losses  or  claims  bring  both  sides  into  settlement  with  one 
another  at  various  intervals,  and  so  exercise  a  regulating 
influence  of  some  general  kind,  a  clean  settlement  might  be 
postponed  indefinitely. 

• 

Brokerage. — It  has  already  been  seen,  that  premiums  are 
subject  to  a  deduction  by  the  broker  of  5  per  cent.,  termed 
"brokerage."  This  rate  is  invariable,  with  one  trifling  excep- 
tion— that,  in  cases  where  the  premium  is  quoted  in  guineas 


and  their  proportions,  the  brokerage  takes  the  form  of  the  odd 
shillings,  and  the  net  premium  is  consequently  represented  by 
the  pounds.  For  example,  in  the  case  of  a  premium  quoted 
at  20s.,  the  brokerage  will  be  is.,  leaving  the  premium,  less  5 
per  cent.,  at  19s.;  whereas  if  the  quotation  was  21s.,  the 
brokerage  will  still  be  is.,  and  the  premium,  less  brokerage, 
will  be  20s 

Discount. — The  premium,  less  5  per  cent.,  is  still  further 
reduced  by  a  discount  of  10  per  cent,  allowed  to  the  broker, 
who  himself  has  already  allowed  it  to  his  principal. 
Formerly  this  discount  was  strictly  a  cash  discount,  and  was 
only  allowed  to  the  broker  provided  he  settled  promptly  on  the 
due  date,  and,  although  in  theory  it  still  remains  a  cash  dis- 
count, in  practice  it  has  l>ecome  a  general  custom  to  allow  it, 
no  matter  when  the  account  is  settled.  This  10  per  cent,  is 
not  calculated  on  the  gross,  but  on  the  premium,  less  5  per 
cent.,  and,  working  on  the  example  above  given,  the  result 
shows  as  follows: — Gross  premium,  20s.;  brokerage,  is.; 
premium,  less  5  per  cent.,  19s.;  discount,  is.  iid. ;  net 
premium,  17s.  id.  In  some  cases,  however,  this  deduction  of 
discount  is  not  made,  the  underwriter  quoting  a  "rate  net," 
which  implies  no  discount  will  be  allowed.  There  are  several 
disputable  matters  connected  with  the  treatment  of  discount  in 
the  books  which  cannot  be  touched  upon  here,  but  which  will 
be  found  fully  dealt  with  in  a  subsequent  chapter. 

Claims. — From  a  strictly  legal  point  of  view,  which  is 
recognised  at  Lloyd's,  losses  and  claims  are  payable  by  the 
underwriter  direct  to  the  assured,  whereas  premiums  are  pay- 
able to  the  underwriter  by  the  broker,  and  not  by  the  assured. 
However,  it  has  become  customary  for  losses  to  be  paid  through 
the  medium  of  the  broker  as  agent  for  his  principal,  the 
assured.    To  establish  the  fact  of  this  agency,  it  appears  to  be 
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necessary  for  the  underwriter  to  pay  over  to  the  broker  a 
separate  cheque  for  the  actual  amount  of  the  claim,  for  it  has 
been  held  that  when  the  claim  is  treated  as  a  matter  of  account 
as  between  the  underwriter  and  the  broker  the  fact  of  agency 
is  not  established,  aind  in  the  event  of  the  broker  failing  to 
hand  over  the  amoimt  to  the  assured,  the  underwriter  remains 
liable  to  the  latter  for  the  claim.  This  principle  of  sepaorate 
cheques  is  usually  adhered  to  in  respect  to  claims  on  total 
losses,  though  in  some  cases,  when  the  amount  of  the  account 
exceeds  the  amount  of  the  claim,  and  also  frequently  in  cases 
of  partial  loss,  the  opportunity  for  a  settlement  between  broker 
and  underwriter  being  obvious,  it  is  customary  for  a  balance  to 
be  struck,  and  the  net  difference  on  the  account  to  be  paid  by 
the  one  or  the  other,  as  the  case  may  be.  In  doing  this,  it 
should  be  remembered  that  the  underwriter  still  remains  under 
the  contingent  liability  above  referred  to,  but,  of  course,  he 
will  use  his  discretion,  and  take  into  consideration  the  stability 
of  the  broker  with  ^\'<hom  he  is  dealing. 

Nominally,  claims  are  due  and  payable  within  seven  days 
of  their  being  "taken  down  "by  the  underwriter;  aiid  in  the 
event  of  a  broker  collecting  a  claim  under  total  loss,  he  must 
j>ay  up  all  premiums  due  to  the  end  of  the  month  preceding 
that  in  which  the  loss  is  settled.  Consequently  it  may  happen 
that  a  claim  is  actually  paid  by  the  underwriter  before  he  has 
received  any  premium  in  respect  thereof.  As  an  illustration  of 
this,  the  following  may  be  instanced :  — ^A  policy  is  signed  on 
the  ist  of  July,  and  the  premium  consequently,  by  custom,  is 
due  and  payable  by  the  broker  on  the  8th  of  October,  or  at  a 
later  date  in  the  event  of  his  credit  having  been  extende<i ; 
the  claim  is  taken  down  on  the  loth  of  the  same  month,  and 
payable  by  the  underwriter  before  the  i8th.  Now,  as  stated 
above,  all  premiums  due  to  the  end  of  the  month  preceding  the 
taking   do\vn   of  the   loss — viz.,   30th   of  June — ^are   forthwith 


payable  by  the  broker,  and,  since  in  this  instance  it  is  obvious 
that  no  premium  was  due  at  that  date,  it  follows  that  the  claim 
will  have  to  be  psdd  by  the  underwriter  l)efore  he  receives  any 
premium  in  respect  thereof. 

It  may  be  mentioned  that  the  remuneration  receivable  by 
the  broker  for  collecting  claims  on  behalf  of  the  assured  is 
generally  at  the  rate  of  i  per  cent,  on  the  amount  thereof,  and 
is  payable  by  the  latter. 

Salvag€s,  Refunds,  and  Recoveries. — These  items,  although 
formerly  received  direct  from  the  parties  concerned,  are  now 
receivable  through  the  broker,  who  in  the  case  of  large  items 
usually  pays  by  clear  cheque,  the  transactions  othenvise  being 
treated  in  account. 

Formerly  salvages  were  not  incorporated  in  the  books  until 
receipt  of  the  cash,  and  this  was  the  cause  of  considerable  loss 
to  underwriters,  inasmuch  as  it  was  very  easy  to  lose  sight  of 
salvages  relating  back  to  claims  settled  years  previously,  and 
some  sahors  took  advantage  of  this  opportunity,  with  the 
result  that  the  underwriters,  especially  in  cases  of  small 
salvages,  frequently  never  received  the  same  at  all.  To  remedy 
this  state  of  affairs  a  leading  underwriter  put  forward  the  pro- 
posal that  the  Committee  of  Lloyd's  should,  in  return  for  a 
small  percentage,  follow  up  each  particular  case  of  salvage, 
and  so  protect  the  interests  of  the  undenvriters  concerned. 
This  plan  has  been  carried  into  effect,  and  has  proved  very 
successful. 
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List  of  Books.— 

The  following  are  the  books  essential  for  recording  an 
underwriter's  transactions,  those  marked  with  aji  asterisk  not 
forming  part  of  the  double  entry:  — 

*(i)  Risk  Book. 
*(2)  Voyage  Book. 
(3)  Premium  or  Signing  Books. 
*(4)  Re-insurance  Index. 

(5)  Reinsurance  Books. 

(6)  Claim  Books. 

(7)  Salvage   Books. 

(8)  Cash  Book. 

(9)  Petty  Cash  Book. 

(10)  Brokers'   Ledger. 

(11)  Private  Ledger. 

(12)  Investment  Ledger. 

(13)  Journal. 

Collective  Form.— 

Before  proceeding  to  discuss  the  books  in  detail,  it  will  be 
necessary  to  briefly  consider  the  question  of  "collective  form," 
as  it  is  comparati\'ely  rare  now  to  find  business  of  any  magni- 
tude recorded  otherwise  outside  the  syndicates.  Most  under- 
writing agents  have  several  "names"  whom  they  write  for,  and 
it  has  been  found  that  the  labour  involved  in  keeping  a  separate 
set  of  books  for  each  name  is  so  enormous,  and  the 
opportunities  for  error  are  so  frequent,  that  a  system  which  is 


here  termed  "Collective  Form  "  has  been  evolved  to  meet  the 
situation.  As  the  group  of  names  written  for  by  one  agent  has 
none  of  the  attributes  of  a  partnership,  it  is  essential,  while 
keeping  only  one  set  of  books,  that  the  transactions  affecting 
each  name,  and  the  results  thereof,  should  be  kept  entirely 
distinct.  For  this  purpose  every  book  of  account  relating  to 
the  double-entry  must  be  ruled  with  a  number  of  columns,  vary- 
ing with  the  number  of  the  names  written  for.  One  column 
is  set  apart  for  every  name,  and  as  the  agent  will  almost 
invariably  write  for  each  of  his  names  on  every  risk  he  accepts 
(though  the  proportion  may  not  necessarily  be  the  same  for  all), 
it  follows  that  those  columns  of  the  various  books  recording  the 
general  particulars  of  the  transactions  will  apply  equally  to  all, 
the  only  repetition  involved  being  the  insertion  of  the  double- 
entry  figures  for  each  name  separately  in  the  columns  set  apart 
for  this  purpose. 

It  should  be  noted  that,  before  collective  form  can  be 
employed,  it  is  essential  to  obtain  the  consent  of  all  the  names 
thereto,  to  avoid  any  subsequent  misunderstanding  arising. 

Space  l>eing  limited,  the  instance  that  has  been  chosen  as  an 
illustration  will  be  that  of  Mr.  X.,  lmder^vriting  agent,  writing 
for  his  two  names,  Mr.  A.  and  Mr.  B.,  in  the  proportion  of 
two  to  one. 

Syndicate  Form.- 

The  term  syndicate  is  used  to  denote  a  group  of  names 
written  for  by  one  agent.  If  one  record  of  all  the  transactions 
be  kept  in  total,  and  the  results  divided  at  the  end  of  each 
year  in  the  proper  proportions,  the  A^'orking,  as  it  affects  each 
particular  name,  can  be  very  simply  and  accurately  arrived  at. 
This  method  is  adopted  now  by  the  syixlicates,  and  is  known  as 
syndicaie  form.  The  clerical  labour  it  sa\'es  in  the  case  of 
syndicates  composed  of  any  considerable  number  of  names  is 
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sufficiently  obvious,  to  say  nothing  of  the  way  in  which  chances 
of  error  are  minimised.  There  are,  however,  many  points  to 
be  considered  under  this  system,  and  these  are  fully  dealt  with 
in  a  subsequent  chapter. 

Risk  Bode- 
When  a  slip  has  been  presented  by  a  broker  to  the  under- 
writer, and  the  latter,  having  decided  to  accept  the  risk,  signs 
for  the  amount  he  intends  to  write,  that  document  will  assume 
the  following  appearance:  — 

Form  of  Slip  — 
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The  slip,  when  signed,  will  be  retained  by  the  broker,  but 
the  particulars  contained  therein  will  be  at  once  entered  by  the 
underwTiter  in  his  Risk  Book,  a  niling  of  which  is  shown  on 
the  adjoining  page. 

The  signing  of  the  slip  is  provisional,  and  in  no  way  com- 
pletes the  contract,  which  does  not  become  legally  perfect  until 
the  signing  of  the  policy.  Between  these  two  dates,  which  may 
be  separated  by  varying  periods  of  time,  not  only  may  the 
amount  agreed  to  be  written  be  increased  or  reduced,  but  also 
the  rate  itself  may  be  altered.  It  follows,  therefore,  that  the 
entries  in  the  Risk  Book  must  also  be  provisional ;  and,  in  fact, 
this  book  contains  only  memoranda,  and  does  not  in  any  way 
form  part  of  the  double^ntry.  For  this  reason,  it  mil  be 
obser\'ed  that  the  separate  risks  inti*nde«l  to  \)v.  written  for  each 


name  are  not  differentiated,  the  Risk  column  only  containing 
the  total  amount  which  the  underwriter  agrees  with  the  broker 
to  write. 
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In  spite  of  the  tentative  nature  of  the  slip,  however,  in  the 
event  of  a  loss  occurring  before  the  policy  is  signed,  it  b  custo- 
mary for  underwriters,  as  a  matter  of  honour,  to  at  once  sign 
a  policy,  just  as  if  no  loss  had  occurred,  and  then  settle  the 
loss  when  the  documentary  proofs  come  to  hand  in  the  usual 
way.  No  underwriter  could  refuse  to  recognise  his  own  signa- 
ture on  the  slip,  unless  he  could  at  once  charge  gross  fraud 
on  the  part  of  the  broker. 
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The  book  is  divided  up  into  a  number  of  sections,  on  the 
principle  of  an  ordinary  Address  Book,  the  place  of  letters 
being  taken  by  geographical  divisions — e.g.,  Coasting,  North 
Sea  Out,  North  Sea  Home,  Baltic  Out,  Baltic  Home,  France 
and  Spain,  Mediterranean,  &c.  These  divisions,  however,  will 
not  be  the  same  in  all  cases,  varying  in  number  and  designation 
according  to  the  convenience  of  each  underwriter,  and  the 
nature  and  extent  of  the  business  he  transacts.     The  space 
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Voyajre  Book.— 

Though  this  book  does  not  form  part  of  the  double-entry,  it 
is  exceedingly  valuable  from  a  statistical  point  of  view,  and  is 
essential  to  every-  underwriter  in  one  form  or  another.  The 
purpose  of  it  is  to  afford  a  scientific  classification  of  every  risk 
into  geographical  divisions,  and  to  record  the  history  of  every 
risk  from  its  commencement  to  its  close. 

There  are  many  forms  of  this  book,  more  or  less  complete, 
in  use  among  underwriters.  The  one  annexed  may  be  said  to 
combine  both  practicability  and  usefulness. 
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accorded  to  each  division  will  vary  similarly.  All  risks  other 
than  ordinary  commercial  marine  risks  will  be  recorded  together 
in  one  division,  usually  headed  "Miscellaneous,"  unless  the 
number  taken  is  large  enough  to  render  a  separate  book,  with 
classification  inter  s€,  desirable. 

The  entries  in  the  first  three  columns  are  made  from  the 
Risk  Book,  and  the  date  entered  will  be  that  of  the  signing 
of  the  slip.  The  Risk  and  Premium  columns  will  only  be  filled 
up  after  the  signing  of  the  policy,  and  will  be  entered  from  the 
Premium  Book.  The  remaining  columns  will  also  be  entered 
up  from  the  respective  books  named  in  the  Folio  columns. 
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It  will  be  seen,  therefore,  that  when  the  transactions  in 
respect  of  any  one  risk  are  completed,  the  whole  history  tliereof 
is  displayed  in  a  single  line  of  this  volume ;  aaid  it  follows  that, 
by  analysis,  extremely  valuable  tables  of  statistics  can  be  com- 
piled. Moreover,  the  geographical  divisions  allow  the  under- 
writer to  ascertain  the  nature  and  course  of  the  voyages  that 
are,  taken  on  the  average,  profitable  or  the  reverse  to  him. 

Premium  or  Signing  Boole.— 

This  book,  a  form  of  which  is  annexed,  records  the  comple- 
tion, of  the  risks,  and  the  premiums  that  become  due  to  the 
underwriter  thereon.  It  is  usual  for  this  book  to  be  of  a  small 
size,  and  frequently  several  are  required  to  contain  the  trans- 
actions of  any  one  month.  In  no  case  is  it  desirable  to  record 
more  than  one  month's  transactions  in  any  one  Premium  Book, 
in  order  that  the  posting  thereof  may  be  kept  well  up  to  date. 

The  premiums  are  usually  entered  in  this  book,  and  posted 
to  the  brokers'  accounts  in  the  Ledger,  less  the  5  per  cent. 
brokerage  and  the  .10  per  cent,  discount,  which,  as  already 
stated,  is  always  deducted  by  the  broker,  no  matter  when  he 
pays  his  account.  This  practice  was  not  originally  essential, 
as  in  former  days  the  underwriter  was  in  a  position  to  refuse 
to  allow  this  deduction  to  the  broker  unless  he  paid  his  account 
promptly  on  the  day  of  settlement;  consequently  at  that  time 
it  was,  both  in  theory  and  in  practice,  a  cash  discount,  and 
was  treated  correctly  as  such,  not  being  taken  into  account 
until  payment  was  made.  Now,  however,  the  state  of  affairs  is 
different,  as  the  majority  of  underwriters  are  no  longer  able 
to  enforce  their  right  to  refuse  to  allow  discount,  and  while, 
in  theory,  the  discount  still  remains  a  cash  one,  in  practice  it 
has  become  almost  equivalent  to  a  "trade  discount."     - 
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Under  these  circumstances  there  can  be  no  doubt  that  it  is 
advisable  to  keep  the  Premium  Books  and  brokers'  accounts 
net.  The  disadvantages  of  the  gross  system  can  be  shown  at  a 
glance  by  the  following  illustration: — An  underwriting  agent 
submits  to  his  "name  "  a  list  of  balances  owing  by  the  brokers, 
as  shown  by  his  Ledger,  amounting  to,  say,  ;£3,ooo.  This 
does  not  mean  that  they  wiir  realise  ;£3,ooo.  It  does  not  even 
mean  that  they  will  realise  that  amount,  less  lo  per  cent. — i.e., 
jQiyjoo.  To  take  an  extreme  instance,  the  jQ^,ooo  of  balances 
may  have  been  arrived  at  as  follows :  — 

Premiums  (gross) /lo.ooo 

Less  Claims 7tOOo 

Leaving  due /3.000 

The  discount  of  10  per  cent.,  however,  is  calculated  on  the 
premiums,  and  not  on  the  balance,  and  consequently  the  actual 
position  is :  — 


Premiums  (gross) 

Less  Discount  ..         ..         .. 

Claims      • .         •  •         . . 

Leaving  a  net  balance  owing  of 


/i.ooo 
7.000 


;^I0,0OO 


8,000 


/2,000 


j  r 


The  discrepancy  is  obvious,  and  when  working  under  this 
system  it  is  almost  imperative,  from  an  accountancy  point  of 
view,  to  keep  a  Discount  Reserve  Accoimt,  which  will  be  found 
fully  explained  in  a  subsequent  chapter.  On  the  net  system, 
however,  the  necessity  for  such  a  Reserve  Account  disappears, 
and  the  list  oi  brokers'  balances  will  exhibit  the  actual  position 
of  affairs. 
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The  amounts  in  the  Premium  columns  will  be  posted  to  the 
debit  of  the  brokers  in  the  Brokers'  Ledger,  that  book  being 
also  ruled  with  colunms  for  each  name,  as  will  be  shown  later. 

The  monthly  totals  will  be  posted  to  the  credit  of  the 
Premium  Account  in  the  Private  Ledger. 

Claim  Books.— 

In  these  books  are  entered  particulars  of  all  claims  that  have 
been  notifiecJ  and  in  respect  of  which  the  policy  has  been 
endorsed.  The  form  appended  will  show  the  details  that  are 
inserted ;  the  amount  of  the  claim,  which  will  be  posted  to  the 
credit  of  the  broker's  account,  being  worked  out  on  the  amount 
of  the  risk. 

In  order  to  arrive  accurately  at  the  profits  of  any  one  year,  it 
is  essential  that  all  the  transactions  relating  to  that  year, 
whether  favourable  or  the  reverse,  should  be  incorporated  in 
the  accomits.  Many  of  the  claims  that  are  taken  down  in  any 
one  year  will  not  relate  to  insurances  effected  in  that  year,  but 
will  refer  to  those  effected  previously,  and  consequently  it  has 
been  found  necessar)-  to  keep  each  year's  underwriting  account 
open  for  a  period  of  at  least  three  years.  It  is  necessary  to 
differentiate  each  claim  as  regards  the  period  to  which  it 
appertains — viz.,  the  year  when  the  insurance  on  which  it  has 
arisen  was  effected — and  for  this  purpose  separate  sections  of 
the  Claim  Book  should  be  kept,  relathig  to  each  year  that 
remains  open. 

The  monthly  totals  of  each  section  will  be  posted  to  the 
del>it  of  the  Claim  Accounts  in  the  Private  Ledger. 
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Re- Insurance  Book.— 

This  book  will  contain  particulars  of  any  re-insurance  the 
underwriter  has  thought  fit  to  effect. 

These  transactions  are  effected  through  the  medium  of  a 
broker,  and  consequently  the  premiums  in  connection  there- 
with will  be  posted  to  the  credit  of  the  broker's  accoimt  in  the 
Ledger. 

It  will  be  necessary,  as  in  the  case  of  claims,  to  keep  the 
re-insurance  transactions  relating  to  each  particular  year  open, 
entirely  separate  from  one  another. 

The  monthly  totals  of  each  section  will  be  posted  to  the  debit 
of  the  Re-insurance  Accounts   in  the   Private  Ledger. 
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Re- Insurance  Index.— 

In  conjunction  with  the  Re-insurance  Book,  another,  termed 
the  Re-insurance  Index,  is  kept,  which  is  divided  into  sections 
corresponding  with  the  letters  of  the  alphabet.  Each 
re-insurance  is  indexed  under  the  name  of  the  ship,  so  that 
the.  underwriter  can  discover  in  a  moment  whether  he  is 
re-insured  on  any  particular  ship  or  not,  a  matter  that  c^er- 
wise  might  prove  of  considerable  difficulty  in  a  business  of  any 
magnitude.  This  index  will  not  form  part  of  the  double-entry. 
A  specimen  page  is  appended. 
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Salvag:e  Book.— 

Herein  are  entered  particulars  of  all  ret-overies.  They  will 
include  not  only  Salvages  proptT,  but  also  Re-insurance 
Recoveries,  Refunds,  and  additional  Pri'miums  received  in 
respect  of  previous  years.  The  nature  and  origin  of  all  these 
recoveries  have  already  been  indicated  in  Chapter  II.  The 
Premium  Books  do  not  remain  open  for  a  period  of  years  in  the 
same  way  as  the  other  books  which  have  been  described,  this 
course  being  obviously  unnecessary,  and  consequently  any  addi- 
tional premiums  which  may  arise  relating  to  a  previous  year 
will  be  passed  through  the  Salvage  Book. 

This  book  will  also  remain  open  for  a  period  of  years,  and 
tlie  monthly  totals  of  the  various  sections  will  be  posted  to  the 
credit  of  the   Salvage  Accounts  in  the   Private   Ledger. 
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CHAPTER    \U.— {continued). 


Cash  Book.— 

The  essential  characteristics  wliich  this  book  must  possess 
are  three.  Firstly,  it  must  differentiate  absolutely  betw^een  the 
cash  received  and  paid  on  behalf  of  each  name,  in  order  that 
his  share  of  the  total  cash  balance  may  be  seen  at  a  glance  at 
any  time.  Secondly,  the  form  must  afford  ample  facility  for 
recording  the  adjustment  of  differences.  Thirdly,  it  must 
register  all  the  transactions  with  the  bankers. 

The  form  shown  on  the  preceding  page  will  be  found  to 
meet  these  requirements.  The  Difference  and  Cash  columns 
are  differentiated  uniler  each  name,  in  order  that  the  items 
therem  may  be  postetl  to  their  corresponding  columns  in  the 
Brokers'  Ledger. 

It  is  essential  that  all  cash  received  should  be  paid  into  the 
bank,  and  that  all  payments  should  be  made  by  cheque;  the 
Bank  columns  will  then  fomi  a  copy  of,  and  check  on,  the 
Pass  Book,  and  the  balance  thereof  at  any  time  should  equal 
the  combined  l>alances  on  the  Cash  columns  allotted  to  the 
resj^ctive  names. 
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Brokers'  Ledger.— 

This  book  contains  an  account  with  each  broker  ^v^th  whom 
business  is  transacted.  Unless  syndicate  form  is  adopted  it  is 
ruled  with  columns  varying  according  to  the  number  of  the 
names  written  for,  two  columns  being  allotted  to  each  name. 
The  entries  on  the  debit  side  are  posted  from  the  Premium, 
Salvage,  and  Cash  Books ;  those  on  the  credit  from  the  Claim, 
Re-insurance,    and    Cash    Books. 

It  is  quite  as  essential  to  show  in  each  account  the  monthly 
totals  of  the  Premiums,  Salvages,  Claims,  and  Re-insurances 
appertaining  to  it  as  it  is  in  the  subsidiary  t>ooks  themselves, 
and  for  this  purpose  it  is  necessary  to  use  the  two  columns 
mentioned  above,  the  first  containing  details,  and  the  second 
monthly  totals  of  the  same.  In  order  to  facilitate  the  execu- 
tion of  an  internal  check,  which  will  be  found  fully  explained  in 
a  subsequent  chapter,  on  the  audit,  it  is  advisable  that  the 
salvages  and   re-insurances  should  be   posted   in   red   ink. 

Where  the  volume  of  Inisiness  is  very  large,  it  is  convenient 
to  keep  a  Brokers*  Total  Ledger  in  conjunction  with  the 
ordinar)-  Brokers'  Ledger.  Only  one  column  is  allotted  to  each 
name  in  this  Total  ledger,  and  the  items  o'  Cash  and  Differ- 
ences are  posted  direct  to  it,  the  monthly  totals  of  the  other 
transactions  beijig  transferred  from  the  subsidiary  Ledger.  This 
Total  Ledger  will  be  ruled  off  at  the  end  of  each  month,  and 
the  balances,  if  any,  brought  down. 
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Private  Ledger.— 

This  is  a  very  important  book,  for  it  contains  the  whole  of 
the  Impersonal  Accounts,  from  which  are  compiled  the  Under- 
writing Accounts  and  Balance  Sheet.  The  following  is  a  list  of 
the  accounts  which  will  usually  be  contained   herein:  — 

Capital  Account. 
Drawing  Account. 
Dividend  Account. 
Premium  Account. 
Salvage  Accounts. 
Claim  Accounts. 
Re-insurance  Accounts. 
Charges  Accoimt. 
Bad  Debts  Account. 
Agent's  Personal  Account. 
General  Reserve  Account. 
Underwriting  Accounts. 

A  separate  Private  Ledger  should  be  utilised  for  each  name. 

The  Dividend  Account  will  contain  the  income  received  in 
respect  of  investments  transferred  at  the  close  of  each  year 
from  the  separate  accounts  of  the  investments. 

The  Premium  Account  will  be  credited  with  the  monthly 
totals  from  the  Premium  Books.  It  will  only  be  necessary  to 
keep  one  Premium  Account,  being  for  the  current  year,  any 
additional  premiums  affecting  past  years  which  may  be  received 
being  passed  through  the  Salvage  Book,  as  has  already  been 
explained.  There  must,  however,  be  three  separate  accounts 
for  Salvage,  Claims,  and  Re-insurances  respectively,  appertain- 
ing in  each  case  to  the  three  years  necessarily  remaining  open, 
which  will  contain  the  monthly  totals  posted  from  the 
corresponding  subsidiary  books. 
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The  Charges  Account  will  contain  all  those  office  expenses — 
such  as  Rent,  Salaries,  Subscription  to  iLloyd's,  &c. — as  shall 
have  been  agreed  between  the  "  names  "  and  their  agent  to  be 
debited,  llie  agent's  fixed  salary  receivable  from  the  name 
will  also  be  charged  in  this  account. 

The  agent's  Personal  Account  will  be  credited  with  the  per- 
centage of  the  profit  made  by  the  name  to  which  he  may  be 
entitled,  being  debited,  of  course,  \vith  the  cash  received  by 
him  when  he  draws  in  respect  thereof. 

Investment  Ledger.— 

The  necessity  for  the  accumulation  of  investments  will  be 
discussed  in  the  next  chapter,  and  the  following  remarks  \\\\\  be 
confined  to  the  book  containing  a  record  of  therti.  As  the 
amount  of  investments  in  an  account  of  any  magnitude  will  be 
very  considerable,  and  the  dealings  therein  frequent,  it  is 
advisable  that  a  separate  Investment  Ledger  be  kept  for  each 
name.  Each  investment  will  have  a  separate  account,  which 
will  be  provided  with  two  columns  on  each  side,  the  first  being 
for  Income  and  the  second  for  Principal.  The  dividends 
received  will  be  posted  from  the  Cash  Book  to  the  credit 
Income  column,  and  at  the  end  of  each  year  the  total  thereof 
will  be  transferred  to  the  Dividend  Account  in  the  Private 
Ledger,  the  balances  on  the  Principal  column  being  brought 
down  after  the  adjustment  of  profit  or  loss  on  realisation.  The 
adoption  of  an  Income  column  in  each  accomit,  instead  of  post- 
ing all  the  dividends  to  one  total  account  as  received,  is 
advocated,  in  order  that  a  complete  history  of  each  investment 
may  be  recorded.  A  form  of  this  Ledger  will  be  found  on  the 
adjacent  page. 
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CHAPTER    IV. 


THE     FINAL    ACCOUNTS. 


The  Underwriting:  Accounts. — 

The  necessity  of  keeping  the  Underwriting  Accounts — ^which 
correspond  to  Profit  and  Loss  Accounts  in  other  businesses — 
referring  to  the  period  open,  separate  and  distinct  from  one 
another,  in  order  that  the  final  result  of  each  year's  operations 
may  be  accurately  ascertained,  has  already  been  shown. 
Accordingly  if  the  period  is  taken  as  three  years — and 
this  has  been  found  by  experience  to  be  usually  sufficient — 
there  will  at  any  given  time  be  three  Underwriting  Accounts 
respectively  open  in  the  books ;  and  in  the  pro  forma  accounts 
that  will  be  found  appended  this  will  be  seen  to  be  the  case,  the 
example  there  given  being  intended  to  show  the  position  of 
affairs  at  the  end  of  the  year  1909. 

Turning  first  to  the  1909  account,  which  only  records  trans- 
actions relating  to  the  year  current,  it  has  obviously  no  starting 
balance  equivalent  to  those  the  earlier  accounts  will  show,  being 
in  the  first  stage  of  its  existence.  The  second  stage  thereof  will 
be  reached  at  the  end  of  1910,  when  it  will  present  a  similar 
appearance  to  our  pro  forma  1908  account,  now  shown  as  at 
the  end  of  1909.  The  third  and  last  stage  will  be  reajched  at 
the  end  of  191 1,  which  will  correspond  to  the  position  the  1907 
account  is  now  shown  at,  the  final  balances  then  being 
transferred  in  a  similar  manner. 
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An  apt,  if  homely,  illustration  of  the  way  these  accounts  are 
worked  is  afforded  by  the  process  usually  undergone  in  one's 
garden  to  obtain  a  continuous  crop  of  strawberries.  At  aay 
given  time  there  will  be  three  separate  beds  in  production,  the 
first  containing  plants  one  year  old;  the  second,  plants  two 
years  old ;  and  the  third,  plants  three  years  old.  At  the  end 
of  each  season  the  bed  containing  the  three-year-old  plants  is 
uprooted,  and  new  rimners  planted;  so,  year  by  year,  the 
process  goes  on. 

It  will  be  observed  that  the  Claims  and  Re-insurances  on  the 
debit  side,  and  the  Premiums  and  Salvages  on  the  credit,  are 
set  out  in  detail,  showing  the  monthly  totals,  and,  although 
this  practice  is  not  always  followed,  it  is  convenient  and 
advisable. 

An  alternative  method  to  that  of  keeping  the  accounts  open 
for  a  period  of  three  years  is  sometimes  adopted,  which  consists 
of  closing  them  at  the  end  of  two  years,  and  creating  a  reserve 
against  all  claims  that  may  arise  relating  to  the  year  closed, 
such  claims  when  brought  into  account  being  debited  to  this 
reserve.  This  course,  however,  is  not  to  be  recommended, 
owing  to  the  difficulty  that  is  experienced  in.  sufficiently  exactly 
estimating  the  amount  of  reserve  requisite. 

The  1908  Underwriting  Account  starts  with  the  balance 
brought  fonvard  from  its  first  stage  at  the  end  of  1908,  and 
will  contain  Claims,  Re-insurances,  Salvages,  Refunds,  and 
Recoveries  brought  into  account  during  1909  and  relating  back 
to  insurances  effected  in  1908.  The  balance  on  this  account 
will  be  carried  forward  to  19 10. 

Similarly,  the  1907  account  starts  with  the  balance  brought 
forward  from  its  second  stage,  and  will  contain  items  relating 
to  transactions  originating  in  1907.     As  at  the  end  of  1909,  at 
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which  date  the  accoiims  are  taken,  this  .'u-comit  reaches  its 
third  and  final  stage,  it  will  be  seen  that  the  l)a lance  of  profit 
is  brought  downi,  and,  after  deducting  the  commission  thereon 
due  to  the  agent,  is  transferred  to  the  Capital  Account  of  the 
name. 

The  Balance  Sheet.— 

As  will  be  seen  from  the  s|>ecimen  adjoining,  the  Balance 
Sheet  is  not  a  very  elaborate  document,  the  \arious  items  of 
assets  and  liabilities  not  usually  being  numerous. 

The  surkdry  creditors  on  open  account  will  b«e  composed  of 
brokers'  balances  standing  in  credit,  and  the  agent's  Personal 
Account  Avill  represent  undrawn  salary  or  commission,  if  any. 

The  General  Reserve  Account,  if  any.  will  represent  reserves 
made  out  of  the  ascertained  profits  of  closed  years.  Although 
such  a  reserve  is  not  always  created,  ninny  nanirs  drawing  the 
whole  of  their  profits  when  ascertained,  nevertheless,  it  is 
advisable  to  foi-m  one,  in  order  that  the  accumulated  funds  in 
the  shape  of  cash  and  investments  may  represent  to  some  extent 
accumulated  profits,  thus  making  pro\ision  against  unforeseen 
contingencies,  and  strengthening  the  general  financial  position. 
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The  Capital  Account  shows  the  final  position  after  the 
adjustment  of  the  profits  of  1907  (the  last  divisible  year)  and 
drawings. 

The  balances  on  the  Underwriting  Accounts  of  the  years 
remaining  open  are  shown  separately. 

The  item  of  Investments  calls  for  some  comment.  In  under- 
writing, as  in  all  insurance  business  when  judiciously  con- 
ducted, money  should  be  received  faster  than  it  is  paid  away. 
The  accumulated  fimds — ^which  will,  of  course,  include  the 
investments — represent  this  surplus,  apart  from  the  compara- 
tively small  proportion  that  may  stand  for  realised  and  reserved 
profits.  Such  surplus  cannot  in  any  way  be  looked  upon  as 
profit,  but  rather  as  moneys  held  in  trust  for  the  purpose  of 
liquidating  all  claims  that  may  eventually  arise  in  respect  pf 
outstanding  policies.  It  is  obvious  that  while  the  business  is 
maintained  or  increased,  and  the  class  of  risks  taken  kept  at  a 
good  average,  the  surplus  moneys  will  correspondingly  be  main- 
tained or  increased ;  but  that  as  soon  as  the  business  is  stopped, 
whereas  the  main  source  of  income — i.e.y  from  new  premiums 
— will  be  entirely  cut  off,  nevertheless,  claims  will  continue  to 
come  in  in  respect  of  insurances  previously  effected  for  a  very 
considerable  period  (which,  in  the  case  of  underwriting,  is  esti- 
mated at  about  eight  years),  and  consequently,  unless  the 
surplus  moneys  of  previous  years  have  been  retained  and 
invested,  there  will  be  no  funds  forthcoming  to  meet  these 
demands. 

The  business  of  an  underwriter  at  Lloyd's  differs  materially 
from  others,  inasmuch  as,  on  the  death  of  a  "  name,"  no  further 
risks  may  be  taken  on  his  behalf.  Consequently  death  closes  an 
account  irrevocably ;  and  it  has  been  estimated  that  it  requires 
on  an  average  an  amount  equal  to  about  65  per  cent,  of  the 
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aimual  premiums  to  wind  up  an  undenvriting  estate.  On  this 
account  alone,  apart  from  provision  against  the  occurrence  of 
"bad  years,"  the  necessity  of  accumulating  the  funds  and 
investing  them  in  gilt-edged  securities,  of  keeping  open  the 
Underwriting  Accounts  for  a  period  of  years,  and  of  strictly 
abstaining  from  anticipating  profits,  is  apparent. 


. 


CHAPTER    V. 


SYNDICATE     FORM. 


II      V 


special  Points  arising  under  Syndicate  Form.— 

The  method  of  keeping  aocounis  under  Syndicate  Form  has 
already  l)een  briefly  referred  to  in  Chapter  III.  In  the  course 
of  the  hist  two  years,  however,  this  system  has  been  adopted  by 
an  increasing  number  of  underwriters,  and  therefore  it  mav  be 
useful  to  discuss  the  system  in  detail. 

The  operation  t»f  Syndicate  Form  in  its  initial  stages  is 
extremely  simple,  and  the  books  are  ruled  as  though  the 
column,  in  which  the  syndicate *s  entries  are  made,  related  to 
one  name  only.  At  the  end  of  each  year,  when  accounts  are 
prepared  for  the  names  composing  the  syndicate,  the  total  of 
each  item  in  the  accounts  is  divided  in  the  proper  proportions, 
and  Underwriting  Accounts  and  Balance  Sheets  are  prepared 
for  each  name,  which,  if  all  combined,  would  be  equivalent  to 
the  Balance  Sheet  and  Accounts  of  the  whole  syndicate. 

As  long  as  the  constitution  of  the  syndicate  remains 
unchanged,  the  accounts  present  no  feature  of  outstanding 
difficulty.  As  soon,  howe\  er,  as  a  member  resigns  or  dies,  or  a 
new   member  joins   the    syndicate,    complications   arise. 

In  the  event  of  the  death  of  one  of  the  names  no  further 
policies  can  be  signed  to  which  he  is  a  part>',  and  consequently 
the  original  syndicate  must  be  wound  up  and  a  new  syndicate 
formed,  composed  of  the  remaining  names. 
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In  the  event  of  the  withdrawal  of  a  meml>er  from  the 
syndicate  a  similar  alteration  will  become  necessary.  Where  a 
new  member  joins  the  syndi(Mte,  a  fresh  syndicate  must  be 
formed,  and  the  old  one  wound  up,  so  as  to  prevent  any 
possibility  of  the  new  meniiber  being  made  liable  for  a  portion 
of  the  claims  relating  to  the  old  syndicate. 

If,  therefore,  for  any  reason  the  coniiM).siti()n  of  a  syndicate 
is  varied  it  will  l>e  seen  that  provision  must  be  made  in  the 
books  for  the  separate  and  distinctive  record  of  transactions  as 
Ivt'tween  earh  syndicate. 

Assuming  that  the  constitution  of  a  syndicate  of  ten  names 
was  varie<l,  owing  to  the  <leath  of  one  of  the  members,  the 
syndicate  would  have  to  l)e  wound  up,  and  a  second  syndicate 
formed  comiK)se(l  of  nine  ruunes.  This  would  invohe  certain 
modifications  in  the  books,  two  columns  behig  kept  in  the 
Br<  krrs'  Ledger  for  the  transactions  of  the  two  syndicates,  and 
Xhv  same  princi})le  must  be  applied  to  all  books  of  first  entry 
— surh  as  Claim  Books,  Salvage  Books,  Re-insurance  Books, 
&c. — with  the  exception  of  the  Premium  Books.  No  fresh  risks 
will  l>e  taken  down  on  account  of  the  first  syndicate  after  the 
death  of  one  of  its  memliers,  and  consequently  no  premiums 
can  arise  thereunder.  Claims,  however,  will  contiiuie  to  come 
in  on  thi'  first  svndicate  for  several  vears,  and  the  same  remark 
will  ai)})ly  to  Salvages,  Re-insurances,  &x.  It  is  therefore 
api)arent  that  accoimts  will  continue  to  be  required  for  the  first 
syndicate  for  some  considerable  time,  in  addition  to  the 
current  accounts  arising  out  of  the  operations  of  the  second 
syndicate. 

As  a  consequence  of  this  distinction  between  syndicates,  the 
cash  transactions  are  [)articularly  affected,  especially  as  the 
brokers  with  whom  the  underwriter  deals  do  not  always  take 
such  variations  into  account.     It  will  frequently  happen,  there- 
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fore,  that  whereas  the  broker  owes  a  net  figure  of  premiums, 
&c.,  to  the  second  syndicate,  there  may  be  claims  due  to  him 
on  account  of  the  first  syndicate.  If  these  claims  are  less  in 
amount  than  the  premiums,  the  broker  will  only,  except  where 
total  losses  are  concerned,  pay  over  the  net  difference.  The 
net  figure  of  cash  so  received  must  be  adjusted  in  the  under- 
writer's books  as  between  the  first  and  second  svndicates,  and 
will  constitute  in  gross  a  receipt  on  account  of  the  second 
syndicate,  and  a  payment  on  account  of  the  first. 

It  is  quite  possible  that  further  variations  in  the  constitution 
of  the  syndicate  may  take  place.  Fresh  members  may  be 
added,  or  other  members  may  resign  or  die.  For  each  change 
a  new  syndicate  must  be  formed ;  thus  it  is  not  uncommon  to 
find  as  many  as  five  syndicates  in  operation  at  one  time.  It  is 
apparent  that  this  necessitates  an  elaborate  system  of  account,s, 
in  order  that  the  rights  of  the  syndicates  inUr  se  may  be 
properly  adjusted. 

It  is  proposed  now  to  deal  with  the  principal  technical 
difficulties  that  will  be  found  to  arise  in  practice. 


The  Claim  Book.— 

The  Claim  Book  will  be  sub-divideil  as  between  the  three 
years'  Underwriting  Accounts,  and  each  section  will  have  ai)pr(> 
priate  columns  ruled  to  differentiate  between  the  syndicates. 

In  any  year  subsequent  to  a  year  in  which  a  syndicate  is 
closed  no  claims  can  be  taken  down  applying  to  the  current  year 
in  respect  of  that  syndicate,  though,  of  course,  claims  will  con- 
tinue to  be  taken  down  on  account  of  that  syivdicate  relating 
to  prior  years.  For  instance.  Syndicate  i  stops  writing  in  1907. 
From  the  commencement  of  1908,  and  subsequently,  no  claims 
can  be  taken  down  for  Syndir^ate  i  applying  to  the  year  1908, 
or  any  subsequent  year,  although  claims  will  continue  to  be 
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taken  down  relating  to  1907  and  prior  years.  In  the  1908  sec- 
tion of  the  Claim  Book,  therefore,  no  column  need  be  provided 
for  Syndicate  i,  since  no  claims  can  possibly  be  taken  down 
relating  thereto. 

Re- Insurance  and  Salvage  Books.— 

Similar  modifications  will  be  necessary  in  these  books,  as 
in  the  Claim  Book,  separate  columns  being  provided  for  each 
syndicate. 

The  Cash  Book.— 

It  has  already  been  pointed  out  that  an  item  of  cash  received 
from  brokers  may  actually  represent  a  receipt  on  behalf  of  one 
syndicate,  less  a  payment  on  behalf  of  another  syndicate. 

In  the  same  way,  a  payment  of  cash  may  represent  a  pay- 
ment on  account  of  one  syndicate,  less  a  receipt  on  account  of 
another. 

Where  there  are  more  than  two  syndicates  in  operation  at 
the  one  time,  it  will  readily  be  understood  that  very  considerable 
complications  will  necessarily  arise  in  this  manner. 

In  order  to  enable  each  item  of  cash  received  or  paid  to  be 
properly  divided  as  between  the  respective  syndicates  it  will 
be  necessary  to  utilise  a  form  of  Cash  Book  which  will  show 
not  only  the  net  cash  received  or  paid  in  each  case,  but  also 
the  gross  items  which  the  net  figure  represents,  such  gross 
receipts  and  payments  being  allocated  to  the  respective 
syndicates  to  which  they  relate. 

Assuming  that  one  joint  banking  accoimt  is  being  utilised 
for  tiie  whole  of  the  syndicates  in  operation  at  any  one  time, 
it  will  be  necessary  at  stated  intervals  to  ascertain  what  balance 
relates  to  each  particular  syndicate,  and  also  what  proportion 
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of  the  cash  balance  relates  to  each  particular  name.  For  this 
purpose  the  balances  on  the  various  syndicates  will  be  divided 
according  to  the  number  of  names  represented  thereliy. 

All  receipts  and  payments  which  are  not  applicable  to  any  one 
or  more  of  the  syndicates  operating  should  be  entered  in  a 
special  column,  which  should  be  provided  on  each  side  of  the 
Cash  Book. 

At  the  end  of  each  quarter  a  Summary  should  l>e  prepared 
at  the  end  of  the  Cash  Book,  ruled  with  columns  for  each  name 
represented  in  any  one  of  the  syndicates  operating.  The  excess 
of  total  receipts  over  total  payments,  or  vice  versa,  in  respect 
of  each  s\Tidicate  for  the  quarter  will  be  divided  between  tiie 
various  nam**s  in  proportion  to  their  share  in  eacli  syndicate. 
The  special  column  on  each  side  of  the  Cash  Book,  containing 
on  the  one  hand  items  of  cash  received  from,  or  on  behalf  of, 
particular  names,  as  distinct  from  syndicates,  and  on  the  other 
hand  payments  made  to,  or  on  Imhalf  of,  particular  names,  as 
distinct  from  svndicates,  will  be  analvsed  as  lietween  the  various 
names,  arul  entered  accordingly  in  the  Summary. 

The  Summary  will  commence  with  the  balances  brought 
forward  on  ace -imt  of  each  name  from  the  preceding  quarter, 
and  will  close  with  the  balances  carried  forward  on  account  of 
each  name  to  the  succeeding  qiwrter.  The  total  of  the  indi- 
vidual balances  should  equal  the  total  balance  at  the  bank  on 
tht-  Joint  Ac(^)unt. 

W^iere  a  name  has  ceased  writing,  and  has  not  i)rovide<l  the 
account  with  suilicient  moneys  to  meet  the  payments  arising  on 
his  l>ehalf,  the  column  relating  to  such  nanu-  will  show  an 
overdraft  as  against  balances  in  hajid  on  account  of  other 
names,  and  this  will  indicate  that  f^ertaln  claims  payable  by 
such  name  have  been  paid  out  of  moneys  l>elonging  to  other 


names.  This  is  one  of  the  principal  reasons  why  the  allocation 
of  the  cash  balance  should  be  made  not  less  frequently  than 
once  a  quarter,  since  the  financing  of  one  name  by  other 
members  of  a  syndicate  is  undesirable,  and  should  not  be 
allowed  without  the  consent  of  such  other  members. 

Where  a  syndicate  is  being  wound  up,  the  individual  members 
of  which  are  financing  the  winding-up  irrespective  of  their  con- 
tinuation as  members  in  any  new  syndicate,  it  will  probably  be 
found  necessary  to  provide  columns  in  the  Cash  Book  for  each 
name.  Each  receipt  and  payment  on  behalf  of  any  particular 
syndicate  should  then  be  analysed  immediately  it  is  entered 
in  the  books,  in  order  that  the  balance  to  the  credit  of  each 
najne  can  be  readilv  ascertained  from  dav  to  dav,  and  due 
notice  given  to  those  members  of  the  syndicate  whose  balances 
have  become  reduced  below  the  margin  necessary  for  the 
proper  fuiancing  of  the  wniding-up. 

Where  the  number  of  syndicates  is  not  large,  it  is  convenitnt 
to  have  Adjustment  columns  opposite  each  Cash  column  in 
order  to  adjust  small  differences  arising  on  the  Brokers' 
Accounts  mentioned  below.  Where,  howe\er,  the  number  of 
syndicates  in  operation  is  considerable,  it  may  be  found  more 
useful  to  provide  a  separate  Adjustment  Book  for  this  purpose. 

The  following  is  an  illustration  of  a  Cash  Book  where  four 
syndicates  are  in  o]!)eration :  — 

The  syndicates  are  composed  as  follows:  — 
Syndicate  i. — 

A.  Attwood  . 

B.  Benson 

C.  Carter  ,  .  .    . 

;-       each  one-sixth. 

D.  Densham 

£.  Edwards 
F.  Feltham 


i>  * 
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B.  Benson  dies,  and  consequently  a  new  syndicate  is  formed 
of  the  remaining  names  as  follows:  — 

Syndicate  2. — 

A.  Attwood  I 

C.  Carter 

D.  Densham  h       each  one-fifth. 

E.  Edwards 

F.  Feltham 


After  some  time  E.  Edwards  resigns,  and  at  the  same  date 
G.  Gamage  joins  the  s}-ndicate,  which  will  then  be  composed 
as  follows :  — 


Syndicate  3. — 


A.  Attwood 

C.  Carter 

D.  Densham 
P.  Feltham 
G.  Gamage 


each  one-fifth. 


Two  fiutiier  names  join  subsequently  at  the  same  time,  and  a 
fresh  syndicate  is  formed  as  follows:  — 


Syndicate  4. — 

A.  Attwood 

C.  Carter 

D.  Densham 

F.  Feltham 

G.  Gamage 
H.  Hanson 
J.  Jackson 


each  one-seventh. 
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As  each  item  of  cash  is  received  it  can  be  entered  in  the 
Cash  Received  column,  but  the  ajjpropriation  cannot  be  made 
as  between  the  various  syndicates,  nor  can  tlie  proper  item  of 
deductions  be  arrived  at  until  the  account  returned  from  the 
broker,  or  rendered  by  him,  has  been  compared  with  the 
Brokers'  Ledger,  and  the  differences  on  the  account  examined 
and  adjusteil. 

In  order  to  illustrate  the  operation  of  the  Deductions  column, 
it  may  l>e  convenient  to  take  one  of  the  items  in  the  form 
shown  above,  and  follow  out  the  manner  in  which  it  is  treated. 

A  chtique  is  received  from  Messrs.  Brown  &  Co.,  brokers, 
amounting  to  ^£153  8s.  2d.  On  reference  to  the  accomit 
rendered  to  that  firm  and  now  returned  by  them  with  their 
cheque,  and  on  comparing  this  account  with  the  Brokers' 
Ledger,  it  is  found  that  ^£195  8s.  iid.  represents  the  excess  of 
Premiums  over  Claims  due  by  brokers  to  Syndicate  4,  and 
£4  7s.  represents  a  Salvage  due  to  Syndicate  i.  On  the  other 
hand,  it  is  ascertained  that  there  is  an  amount  of  ^11  5s.  4d. 
representing  Net  Claims  due  by  Syndicate  2  to  Messrs.  Brown 
&  Co.,  and,  further,  a  similar  item  of  ^£35  2s.  5d.  represent- 
ing Net  Claims  due  by  Syndicate  3.  The  total  Dififerences  on 
the  account  represent  a  loss  of  is.  lod.,  which  is  fomid  to 
consist  of  a  loss  on  Syndicate  4  of  2s.  yd.,  and  profits  on 
Syndicates  2  and  3  of  4d.  and  5d.  respectively. 

The  gross  items  of  Cash  Receivable  by  each  particular 
syndicate  having  been  ascertained  will  be  enterecl  in  the  appro- 
priate wlumns,  and  the  difference  between  these  gross  receipts 
and  the  amount  of  the  cheque  received  from  the  brokers  will 
represent  the  Dedu(!tions,  and  be  entered  in  the  Deductions 
column  (3n  the  debit  side  of  the  Cash  Book  opposite  the  cheque 
received.  A  similar  item  will  be  entered  in  the  Deductions 
column  on  the  credit  dde  of  the  Cash  Book,  representing  the 
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total  of  the  amounts  due  by  aiiy  syndicate  or  syndicates  to  the 
brokers,  extension  being  made  accordingly  in  the  api>rt>priate 
columns. 

Taking  the  case  of  Messrs.  Brown  &  Co.,  above  quoted,  the 
following  statement  shows  the  manner  in  w^hich  the  correctness 
of  the  deductions  can  be  proved. 


To  Receive       To  pay 


Syndicate  i — As  per  Brokers'  Ledger 

•  2— Ditto  

Less  Differences 


£      s    d 


II     5    8 
004 


3— Ditto 

Less  Differences 


35  2    10 
005 


4- Ditto         195  II    6 

Less  Differences 027 


Total  Receipts  &  Deductions 
Lalance,   being    Cheque    received  from 
Brokers ■    . 


£  s    d         £    s    d 
470 

It     5    4 
35    2    5 


195    8  II 
199  '5  II 


46    7    9 
153    8    3 


£199  15  II      £199  «5  II 


The  balance  of  cash  at  the  commencement  of  the  peri<Mi  will 
be  extended  into  the  Special  column  on  the  <lei>it  side,  since 
this  cannot  be  allocated  in  any  way  to  the  respective  syndicates. 
As  previously  explained,  any  items  of  receipts  which  do  not 
appertain  to  a  particular  syndicate  will  be  extended  into  this 
column.  In  the  illustration  given  above  two  instances  are 
afforded,  the  lirst  being  a  receipt  of  ^50  from  the  executors  of 
B.  Benson.  This  name  having  died,  and  all  his  investments 
having  been  realised  to  meet  previous  claims,  it  has  become 
neoessary  to  call  upon  his  executors  for  further  moneys  to  meet 
current  claims,  owing  to  the  fact  that  the  balajice  to  his  credit 
on  the  I  St  June  only  amounted  to  £2  is.,  as  will  be  seen 
presently  from  the  Cash  Summary. 
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The  second  item  of  ;£ii5  7s.  3d.  represents  the  sale  of 
investments  on  behalf  of  E.  Edwards,  who,  it  will  be  remem- 
bered, has  resigned,  and  whose  investments  are  in  course  of 
realisation,  as  funds  are  required  from  time  to  time  to  meet  his 
projHjrrion  of  the  claims  falling  due. 

Turning  to  the  Special  column  on  the  credit  side,  all  items 
will  be  extended  here  which  do  not  appertain  to  any  particular 
syndicate.  In  the  illustration  will  be  observed  two  items  of 
investments  made  on  behalf  of  H.  Hanson  and  J.  Jackson 
respecti\  ely,  representmg  investments  of  accumulated 
premiiuns.  These  names  having  only  recently  commenced 
underwriting,  the  premiums  received  on  their  account  have  been 
consiilerably  in  excess  of  the  claims  arising  thereunder. 

The  amount  payable  by  way  of  salary  to  the  underwriting 
agent  for  the  quarter  ending  39th  June  has  been  extended  into 
the  Special  column  and  allocated  as  between  the  various  names. 
It  will  be  noted  that  each  name  composing  Syndicate  4  is 
charge*  i  with  ^^'40,  representing  a  quarter's  salary  at  the  rate  of 
;^"i6c  a  year,  whereas  the  other  two  amounts  are  considerably 
less,  nwing  to  the  fact  that  they  represent  a  proportion  of  the 
winding-up  fee  charged  in  the  current  quarter.  The  closing 
balance  will  also  be  extended  into  the  Sf)ecial  column. 

Further  iaistanoes  of  items  which  would  be  extended  into  the 
Special  column  on  the  Pa\Tnients  side  are  Payments  out  on 
account  of  Profits,  Subscriptions  to  Lloyd's,  &c.,  whereas  in 
the  corresponding  column  on  the  Receipts  side  sucli  items  would 
appear  as  Interest  and  Dividends  on  Investments  (allocated  as 
between  the  various  names  according  to  the  amounts  standing 
to  their  credit  on  Investment  Account)  and  Payments  in  on 
account  of  Capital. 
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It  has  been  previously  observed  that  the  Cash  B(x>k  is  in 
practice  usually  ruled  off  once  a  quarter,  but  in  the  illustration 
above,  for  the  sake  of  con\-enience,  balances  have  been  struck 
both  at  the  commencement  and  close  of  the  month.  The 
balances  on  each  Syndicate  column  respectively,  representing 
either  excess  of  receipts  over  payments,  or  vic€  versa,  will  be 
entered,  when  the  totals  on  each  side  of  the  Cash  Book  relating 
to  each  syndicate  should  agree.  The  total  of  the  Deductions 
column  on  each  side  should  correspond,  and  therefore  no 
balance  will  appear  on  this  column.  The  cross-cast  of  the 
Receipts  side,  before  the  insertion  of  the  closing  syndicate 
balances,  should  agree  with  the  total  of  the  cheques  received, 
plus  the  deductions,  and  in  a  corresponding  manner  the  totals 
of  the  Syndicate  columns  on  the  Payments  side,  before  the 
insertion  of  syndicate  balances,  should  agree  with  the  total  of 
the  cheques  paid,  plus  the  deductions.  The  correctness  of  the 
casting  should  be  thus  proved  before  the  syndicate  balances  are 
entered  and  the  Cash  Book  ruled  off.  The  totals  of  the  respec- 
tive Difference  columns  should  be  inked  in,  and  will  be  posted 
to  the  Differences  Account  in  the  Syndicate  Ledger.  The 
syndicate  balances  will  be  carried  to  the  Summary,  an 
illustration  of  which  follows :  — 
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It  will  be  observed  that  the  Summary  starts  with  the  Open- 
ing Cash  Balance  of  ^^1,570  ids.,  as  shown  by  the  Cash  Book 
on  the  1st  June,  divided  bet^^'een  the  various  names  according 
to  the  last  Summary. 

From  the  Cash  Book  it  appears  that  for  the  month  of  June 
there  is  an  excess  of  receipts  over  payments  in  respect  of 
S}Tidicate  4  amounting  to  ;£i,i3o  6s.  8d.  This  syndicate  being 
composed  of  seven  names,  such  figure  will  be  divided  into  seven 
parts,  and  one-seventh  debited  to  each  of  the  names  composing 
Syndicate  4. 

There  are  no  further  net  receipts  relating  to  syndicates,  as 
the  first  three  syndicates  have  an  excess  of  payments  over 
receipts,  and  consequently  such  net  excess  is  shown  on  the 
Pavments  side,  and  divided,  in  the  case  of  Syndicate  i,  over 
the  six  names  forming  that  syndicate  ;  in  the  case  of  Syndicate 
2,  over  five  names:  and  in  the  case  of  Syndicate  3,  also  over 
five  names. 

The  Special  Receipts  shown  in  the  Cash  Book  are  entered  on 
the  debit  side  of  the  Summar\'  in  the  columns  of  the  names  to 
which  they  refer,  and  the  Special  Payments  are  dealt  with  in  a 
similar  manner. 

The  balance  on  each  name's  column  is  then  inserted  and 
carried  down  to  the  next  Summary.  The  total  of  all  the 
balances  should  equal  the  total  of  the  balance  at  the  bank  on 
the  Joint  Account,  as  shown  by  the  Cash  Book,  on  the  30th 
June. 

In  the  event  of  the  Summary  showing  that  one  of  the  names 
is  o\  erdrawn,  his  balance  would  be  carried  down  to  the  credit 
side,  and  the  difference  between  the  total  of  the  balances  in 
hand  on  behalf  of  the  other  names  and  the  overdrawn  balance 
on  behalf  of  the  one  name  will  represent  the  amount  of  cash 
at  the  bank.    It  is  apparent  in  such  a  case  that  the  name  who 
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is  overdrawn  is  being  temi)()rarily  financed  by  the  other  names, 
and  consequently  he  should  be  immediately  requested  to  place 
his  nccount  in  credit. 
The  Brokers*  Ledger.— 

Jn  the  majority  of  cases  it  is  customary  for  the  brokers  to 
settle  with  tile  underwriters  quarlerly  (except  in  the  event  of  a 
total  loss  arising),  and,  owing  to  the  fact  that  the  brokers  pay 
on  their  own  figures,  and  not  on  the  figures  rendered  by  the 
underwriter,  considerable  differenres  may  arise,  and  corre- 
sp(»nding  adjustments  may  have  to  be  made  hi  the  Brokers' 
Ledger. 

It  has  already  been  pointed  out  that  for  the  purpose  of 
allocating  the  cash,  as  between  the  various  syndicates,  it  is 
nerrssary  to  examine  the  account  returned  from  the  broker,  or 
n-ndered  by  him,  and  to  compare  it  with  the  account  in  the 
Brt^kers"  ledger  ;  and  it  will  also  be  neeessar}-  at  the  time  when 
thf  posting  is  made  from  the  Cash  Book  to  the  Brokers'  Ledger 
to  refer  again  to  the  account  rendered,  which  will  disclose  the 
various  differences,  of  which  the  following  are  the  most 
usual : — 

(i)  Diffcrtnicfs  arising  on  the  account  owing  to  the  various 
methods  in  vogue  of  workhig  out  the  calculations  of 
[)remiiuns,  &c. 

{2)  Differences  ;irising  by  rea«son  of  rates  being  taken  down 
incorrectly,  or  lines  l>eing  erroneously  stated. 

(3)  Different -es    arising     owing    to     arithmetical     errors     in 

calculation. 

(4)  Items    treated    by   the    brokers    as    belonging   to   "Last 

Account"  or  "Next  Account,"  as  the  case  may  be,  in 
contra-distinciion  to  the  treatment  in  the  Brokers' 
Ledger. 

(5)  Items  not  taken  down  by  the  underwriter. 
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As  regards  (i),  these  diflferences  will  be  entered  in  the 
Difference  colun>ns  in  the  Cash  Book,  and  posted  with  the 
items  of  cash  to  the  debit  or  credit  of  the  broker,  as  the  case 
mav  be. 

In  the  case  of  differences  arising  under  the  headings  (2)  and 
(3)  noted  above,  the  figures  as  shown  by  the  brokers  should  be 
carefully  checked,  and,  if  necessary,  reference  made  to  the 
original  documents.  If  the  difference  is  slight  in  amount  it 
can  be  entered  in  the  Difference  column  in  the  Cash  Book, 
as  above  mentioned,  but  if  it  involves  an  amount  of  any  conse- 
quence  an  adjusting  entry  should  be  maile  in  one  of  tlie  books 
of  first  entry,  in  order  to  avoid  the  inclusion  in  the  Difference 
Account  of  adjustments  which  are  not  really  differences  but 
corrections  of  errors.  In  such  cases  reference  shcjuld  be  made 
against  both  the  original  and  adjusting  entry. 

As  regards  adjustments  rendered  necessary  under  Heading 
(4),  items  of  premiums  will  frequently  appear  in  the  account 
rendered  by  the  undent riter  to  the  broker,  whereas  in  the 
broker's  books  they  may  not  appear  until  the  commencement 
of  the  succeeding  quarter.  As  a  result,  the  broker  will  not  pay 
these  items,  but  will  cross  them  out  of  the  account  rendered  by 
the  underwriter,  marking  the  items  "  Next  Account."  This 
arises  owing  to  the  fact  that  it  is  customary  for  underwriters  to 
keep  their  books  open  for  a  period  of  from  a  week  to  ten 
days  after  the  close  of  the  quarter,  in  order  to  bring  \vithin  that 
quarter  all  items  arising  on  risks  submitted  to  them,  although 
they  may  not  have  actually  signed  the  policies  until  after  the 
close  of  the  quarter.  Similarly,  claims  may  require  to  be 
adjusted  as  between  one  account  and  another. 

Although  it  has  been  stated  that  accounts  are  usually  settled 
quarterly,  it  by  no  means  follows  that  such  settlement  takes 
place  immediately  after  the  close  of  the  quarter,  f.g.,  the 
amount  found  to  be  due  by  a  broker  at  the  31st  ^^arch  may 
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not  be  settled  till  some  time  in  June,  and  in  the  meantime  it 
will  have  been  necessary  to  post  up  the  April  and  May 
premiums  and  claims,  &c.,  to  that  broker's  account.  0\ving, 
however,  to  the  amount  of  detail  that  is  frequently  involved  in 
these  accounts  (one  quarter's  entries  possibly  occupying  four 
to  five  large  pages),  it  would  be  very  inconvenient  to  post  the 
item  of  cash  in  its  precise  chronological  order  in  the  Ledger, 
as  this  would  prohibit  the  account  being  balanced  off  and 
adjusted  up  to  that  particular  payment  of  cash.  It  is,  therefore, 
advisable  to  leave  a  reasonable  amount  of  space  between  the 
detail  entries  relating  to  the  close  of  one  quarter  and  the  com- 
mencement of  the  next,  for  the  purpose  of  inserting  the  cash 
item,  making  the  various  adjustments,  ruling  off  the  account, 
and  bringing  down  the  necessary  balances.  Care  should  be 
taken,  however,  to  see  that  the  proper  date  is  inserted  against 
the  cash  item,  since  it  will  be  out  of  chronological  order.  This 
practice  might  be  held  to  be  contrary  to  the  accepted  rules  of 
bookkeeping,  but  it  has  been  found  by  practical  experience  to 
be  the  only  satisfactory  method  of  enabling  the  Ledger  to  be 
ruled  off  at  regular  inten'^als,  and  of  showing  clearly  on  the 
face  of  the  account  the  items  remaining  unsettled.  The  prin- 
ciple, however,  must  not  be  abused,  as  it  is  undesirable  to 
allow  the  total  columns  in  the  Ledger  to  remain  open  for  any 
length  of  time.  Whenever  a  general  balancing  takes  place,  or 
new  Ledgers  are  oj>ened,  the  totals  to  date  should  be  carried 
forward  in  ink,  without  waiting  for  the  Cash  Settlement,  as 
otherwise  opportunity  would  be  afforded  for  entries  to  be  made 
after  the  balancing  has  taken  place,  without  on  the  face  of  it 
affecting  the  casts  of  the  Total  columns.  Not  only  would  this 
result  in  throwing  out  a  subsequent  balance,  but  it  might  also 
lead  to  manipulation. 

The  following  is  a  specimen  of  a  Broker's  Account  in  an 
Underwriter's  Ledger,  where  there  are  four  syndicates  in 
existence. 
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It  will  be  noted  that  there  is  a  debit  balance  of  ^£9  4s.  ml. 
brought  forward  from  last  account  on  Syndicate  3,  represent- 
ing a  chiim  in  respect  of  the  s.s.  "  Fearless,'  which  Wiis  brought 
into  account  by  the  broker  in  the  last  quarter  of  1908,  but  has 
not  gone  through  the  imderwriter's  books  until  February  1909. 
Consequently,  in  closing  off  the  Ledger  Account  at  31st  Decem- 
ber 1908,  it  is  necessary  to  bring  this  claim  in  on  the  credit 
side  and  carry  it  down  again  on  the  debit  side  at  the  com- 
mencement of  the  new  year. 

Early  in  April  an  account  would  l>e  rendered  by  the  under- 
writer to  Messrs.  Brown  &  Co.,  which  would  be  a  copy  of  the 
above  Ledger  Accomit  to  the  end  of  March.  The  brokers 
would  have  examined  this  account  and  retunied  it  with  their 
adjustments  marked  therecm,  together  with  a  cheque  for 
;^i53  8s.  2d.,  which  is  shown  as  a  rect-ipt  in  the  fonn  of  Cash 
Book  previously  given.  On  examining  the  account  returned 
bv  the  broker,  and  comparing  it  with  the  above  Ledger 
Accomit,  it  is  observed  that  the  premium  of  £,2  is.  8d.  on  the 
S.S.  "  Exmouth  "  debited  to  the  brokers  in  March  has  been 
struck  out  by  them  ami  marked  "  Next  Account.'"  In  a  similar 
manner  the  re-insurance  on  the  s.s.  "Finland"  of  7s.  9d., 
appearing  in  the  Ledger  in  March,  has  been  struck  out  by  the 
brokers  imd  marked  "Next  Accoimt."  On  the  other  hand,  the 
brokers  have  inserted  a  claim  on  the  s.s.  "  Wliitby  '  of  2S.  yd., 
which  does  not  appear  in  the  Ledger  Account  until  April,  and 
they  have  also  paid  a  premium  on  "Strs."  of  13s.  6d.,  which 
does  not  appear  in  the  Ledger  until  April. 


The  following  adjustments  will  therefore  have  to  be  made 
before  the  item  of  Cash  can  be  posted  and  the  Ledger 
Accomit   ruled  off  :  — 
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(i)  'i'he  premium  J^2  is.  8d.  "  Exmouth  "  must  be  entered 
on  the  credit  side  and  brought  down  as  a  debit  balance 
;iftcr  the  Ledger  Account  has  been  ruled  off. 

(2)  .Similarly,  the  claim  of  2s.  yd.   per  s.s.  "Whitby"  will 

be  brought  down  as  a  debit  balance,  and  lettered  off  in 
the  succeeding  quarter  against  the  entry  of  the  claim 
when  it  is  posted  from  the  Claim  Book. 

(3)  The  re-insurance  "  Finland  "  of  7s.  9d.,  and  the  premium 

on  "  Strs."  of  13s.  6d.  will  be  brought  down  as  credit 
balances,  the  premium  Ixnng  lettered  off  against  the 
entry  from  the  Premium  Book  in  April,  whereas  the 
re-insurance  will  be  brought  into  the  next  account 
rendered  to  the  brokers  as  payable  to  them. 

The  cash  items  as  obtained  from  the  balances  on  the 
Syndicate  columns  will  be  posted  and  the  differences  adjusted. 

It  should  be  noted  that  all  the  adjustments  are  made  in  the 
Total  columns  hi  order  to  avoid  complications  arising  in 
agreeing  the  Detail  columns  each  month  with  the  Analysis 
Books. 


Separate  Balancing  of  Brokers*  Ledger.— 

Owing  to  the  great  amount  of  detail  involved  in  these 
accounts  it  is  absolutelv  essential,  if  the  books  are  to  be 
balanced  exactly,  to  prove  the  brokers'  balances  separately  by 
means  of  Total  Accounts. 

The  most  convenient  method  of  proving  the  monthly  totals  of 
the  subsidiary  books  with  the  entries  in  the  Ledger  is  as 
follows: — An  analvsis  should  be   made  of  the  items   in  the 
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Brokers'  Ledger  other  than  those  relating  to  cash  and  differ- 
ences. If  the  Brokers'  Ledger  is  ruled  with  two  columns  repre- 
senting; Details  and  'J'otals,  the  monthly  totals  can  be  extracted 
in  aji  Analysis  Book  and  agreed  with  the  totals  of  the  corre- 
^wnding  subsidiary  books.  These  totals  so  proved  can  be 
utilised  in  conjunction  with  the  totals  of  cash  received  and 
paid,  and  the  totals  of  the  differences,  for  the  purpose  of 
raising  one  account,  the  balance  (vf  which  at  any  given  date 
should  agree  with  the  net  total  of  the  individual  balances  on 
the  Brokers'  Ledger. 

The  following  is  an  illustration  of  a  Brokers'  Ledger  Total 
Account :  — 
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The  opening  balances  of  the  above  account  represent  the 
net  creditors  on  the  first  three  syndicates  resi>t*ctively,  and  the 
net  debtors  on  the  fourth  syrwlicate,  at  the  ist  April  1909.  The 
totals  of  the  Premiums,  Salvages,  Claims,  and  Re-insurances 
relating  to  the  various  syndicates  will  Id'  obtained  from  the 
books  of  first  entrj.  The  items  of  cash  will  l)e  the  balances 
showing  on  the  Syixiicate  columns  of  the  Cash  Book  for  the 
quarter,  arwi  will  represent  in  the  case  of  the  first  three 
syndicates  excess  of  payments  over  receipts,  and  in  the  case  of 
the  fourth  syndicate  vice  versa.  The  differences  will  be 
obtained  from  the  Differences  cohinms  in  the  Cash  Book. 

The  balance  on  each  syndicate  at  the  end  of  the  quarter  will 
represent  the  net  debtors  or  creditors  respectively,  and  should 
agrt-e  with  the  net  totals  of  the  indivitlual  balances  on  the 
Brokers'  Ledger  at  that  date. 

As  the  bulk  of  the  accounts  will  be  rendered  quarterly,  it  is 
advisable  that  the  Brokers'  Ledger  l>e  agreed  quarterly  by  the 
compilation  of  a  Total  Account  as  aboxe.  This  should  be 
done  before  the  accounts  are  renilered  to  the  brokers. 

Syndicate  Ledger.— 

In  order  to  enable  a  clear  record  to  be  kept  of  the  totals  of 
the  subsidiary  books,  and  to  show  how  these  totals  are  divided 
up  over  the  various  names,  it  is  desirable  to  utilise  what  may  be 
termed  a  Syndicate  Ledger,  ruled  with  sufficient  columns  on 
either  side  to  accommodate  the  necessary  number  of  syndicates. 
In  this  Ledger  will  appear  the  following  accounts:' — 

Premiums  Account, 
Claims  Accomit, 
Salvages  Account,  and 
Re-insurances  Account, 
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the  last  three  l>eing  sub-divided  in  n(*'-or(lance  with  the  three 
underwTiting  years  in  oj)eration.  The  Brokers'  Ledger  Total 
Account  will  also  be  entered  up  in  this  Ledger.  The  net 
balance  relatinjj;  to  each  syndicate  on  the  Differences  Account 
will  be  transf«*rred  to  the  current  y(  ar's  Claims  Account  at  the 
end  of  the  year. 

The  totals  of  the  Premiums.  Clainis,  Salvages,  and 
Re-insurances  will  be  divided  up  at  the  tiul  of  the  year  over 
the  names,  in  acrordanre  with  their  resjx'ctive  shares,  and 
posted  to  the  Underwriting  Accounts  of  tht^  names  in  their 
Private  Ledgers. 

It  should  be  obser\e<l  that  this  Syiulicate  Ledger  is  merely 
a  Memoranda  Ledger,  and  will  not  form  part  of  any  Trial 
Balance.      The   following   ar(,*   speeiiiu'ii    accounts:  — 
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Private  Ledg;ers  for  Names.— 

Athough  names  mav  combine  for  the  purpose  of  writing  in 
syndicate  form,  such  combination  does  not  result  in  a  partner- 
ship, and  consequently  it  is  essential  that  the  transactions  of 
each  name  as  appearing  in  the  form  of  final  accounts  should  be 
kept  separate  from  those  of  other  names.  For  this  purpose 
it  will  be  necessary  to  open  a  Pri\ate  Ledger  for  each  name. 

Into  this  Ledger  will  be  posted  the  items  of  Cash  received 
or  paid  on  behalf  of  the  name  in  cjuestion  from  the  Special 
columns  in  the  Cash  Book. 

The  accoimts  relating  to  Premiums,  Claims,  Salvages,  and 
Re-insuran<-es  will  be  posted  from  the  Syndicate  Ledger  above- 
mention«-d.  In  addition  to  these  accounts,  the  following  will 
usually  be  found:  — 

Name's  Capital  Account, 

Name's  Current  Account, 

Underwriting  Agent's  Current  Account, 

Investment   Accounts, 

Charges  Account, 

Interest  and  Dividends  Account,  and 

Underwriting  Accounts. 

The  balances  of  these  accounts,  together  with  the  name's 
proportion  of  the  closing  debtors,  creditors,  and  cash,  will 
form  a  Trial  Balance. 

Specimen  accounts  for  the  year  1908  appear  below.  The 
totals  of  the  subsidiary  books  would  in  practice  be  posted 
monthly,  although  they  are  here  shown  in  one  figure  for  the 
year  for  the  sake  of  simplicity. 
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The    following    are    the    <lates    upon    which    the    various 
syndicates  commenced  operations  :  — 


Syndicate   i 

I  St  January  1902. 

2 

n          1905- 

3 

„          1906. 

4 

„          1 908. 

As  only  three  years'  Underwriting  Accounts  are  kept  open, 
all  claims,  &c.,  relating  to  the  periled  before  ist  January  1907 
will  be  entered  in  the  section  headed  "  1906  Account  and 
Before." 
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